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Dave Wicklund
Director of ALM Advisory Services
Plansmith Corporation
dwicklund@plansmith.com
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Dave Wicklund
• Director	of	ALM	Advisory	Services	(6+	years)
Ø Specialize	in	institution-specific	assumption	development
Ø Oversee	all	Plansmith	outsourcing
Ø Lead	ALCO	&	Board	meetings	
Ø Represent	clients	in	regulatory	matters
Ø Provide	training	for	regulatory	agencies,	financial	institutions,	&	trade	groups
• FDIC	Senior	Bank	Examiner	(20+	years)	
Ø Capital	Markets	Subject	Matter	Expert	&	ALM	Specialist
Ø Examiner-in-Charge	of	75+	examinations	&	visits
Ø Developed	nation-wide	IRR	training	materials
Ø Authored	articles	on	IRR,	Independent	Review	Requirements,	&	Liquidity	Risk	Management

The Four Pillars of an Effective IRR Management Program
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• 40+	Years	in	Business
• Schaumburg,	Illinois	(Chicago	Suburb)

• 1200+	Financial	Institution	Clients
• ALM,	Budgeting/Forecasting,	Peer	Analysis,	&	Strategic	Planning

• Educational	&	Advisory	Services

Plansmith

The Four Pillars of an Effective IRR Management Program
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• BankersGPS
Ø Call	Report	Data	– Updated	Quarterly
Ø Web-Based	System	(can	be	outsourced)

• Financial	Compass
Ø Instrument-level	Inputs
Ø Monthly	Updates
Ø Client-Hosted	Software	(can	be	outsourced)

• Budget	Compass
• Educational	and	Advisory	Services

Plansmith Products & Services

The Four Pillars of an Effective IRR Management Program
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• Corporate	Governance	Structure
• IRR	Measurements
• IRR	Model	Assumptions
• Independent	Review	Process

The Four Pillars
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The Four Pillars of an Effective IRR Management Program

IRR	Defined
Interest	Rate	Risk	is	the	risk	that	CHANGING interest	rates	adversely	

impact	both	short-term	EARNINGS and the	institution’s	longer-term	
CAPITAL	POSITION.
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Black	Swans	and	Fat	Tails
Risk	Management-Low	Probability/High	Impact	Events

The Four Pillars of an Effective IRR Management Program
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• Corporate	Governance	Structure
• IRR	Measurements	and	Modeling
• IRR	Model	Assumptions
• Independent	Review	Process

The Four Pillars
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• Board	and	Management	Oversight
• IRR	Policies	and	Limits
• Internal	Controls

Corporate Governance Structure
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Board	and	Management	Oversight
• Board

Ø Strategy,	Policy,	and	Limits
Ø Review	Model	Results	(at	least	quarterly)
Ø Review	Assumptions,	Scenarios,	and	Indep.	Rev.	Findings	(annually)

• Asset/Liability	Management	Committee		(ALCO)
• Senior	Management

Ø Implement	Strategy
Ø Run	Model	and	Administer	Program
Ø Report	Findings	to	Board

Corporate Governance Structure

The Four Pillars of an Effective IRR Management Program



9/18/18

6

11

Policies	and	Risk	Limits
• Responsibilities
• Establish	Parameters

Ø Earnings	Simulations	(12- and	24-month)
Ø Capital	Valuation	(NEV)
Ø Non-parallel	Yield	Curve	Risk

• Reporting	Requirements
• Independent	Review	(audit)
• Policy	Exception	Procedures

Corporate Governance Structure
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Internal	Controls
• Model	Controls
• Reporting	Procedures
• Policy	Exceptions
• Independent	Review

Corporate Governance Structure

The Four Pillars of an Effective IRR Management Program
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üCorporate	Governance	Structure

• IRR	Measurements
• IRR	Model	Assumptions
• Independent	Review	Process

The Four Pillars
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• Earnings	Simulations
• Capital	Valuation	(NEV)
• Non-Parallel	Shifts	in	the	Yield	Curve
• Model	Sensitivity	Testing

IRR Measurements

The Four Pillars of an Effective IRR Management Program
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IRR	Measurements/Models

The Four Pillars of an Effective IRR Management Program
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IRR	Models	– Earnings	Simulation	- NII

The Four Pillars of an Effective IRR Management Program
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IRR	Models	– Earnings	Simulation -NI

The Four Pillars of an Effective IRR Management Program
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IRR	Models	– Capital	Valuation	(NEV)

The Four Pillars of an Effective IRR Management Program
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IRR	Modeling	- Scenarios
• Static/No-Growth	(NOT Dynamic/Budget)	
• Immediate/Shock	(NOT Ramp/Gradual	Rate	Changes)
•Material	Stress	Levels	(parallel	up	to	+/-400	bps)
Ø -300/-400	bps???
Ø +500	bps???

• 12- AND	24-Month	Simulation	Periods
• Non-Parallel	Changes	in	Market	Rates
ØMeaningful Shifts
Ø Earnings	Simulation	AND	Capital	Valuation	(NEV)

The Four Pillars of an Effective IRR Management Program
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IRR	Modeling	- Yield	Curve	Risk
Definition:	
The	risk	arising	from	changes	in	the	slope	and	shape	of	the	yield	curve,	
as	short-,	intermediate-,	and	long-term	interest	rates	usually	move	in	
different	ways.

The Four Pillars of an Effective IRR Management Program
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Yield	Curve	Risk	Modeling

Source:	FDIC	Directors’	Resource	Center	– Technical	Assistance	Video	Program	“Interest	Rate	Risk”

The Four Pillars of an Effective IRR Management Program
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Yield	Curve	Risk	Modeling	– Plansmith’s	Compass

The Four Pillars of an Effective IRR Management Program
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• Stress	Test	Key	Assumptions
Ø Prepayments
Ø Deposit/Share	Pricing
Ø Decay	Terms

• Test	Each	Independently

IRR Models – Sensitivity Testing

The Four Pillars of an Effective IRR Management Program
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üCorporate	Governance	Structure
ü IRR	Measurements

• IRR	Model	Assumptions
• Independent	Review	Process

The Four Pillars
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• Prepayments
• Deposit/Share	Repricing
• Non-maturity	Deposit/Share	Decay	Rates

Key IRR Model Assumptions
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• Prepayments
Ø Loans	and	Mortgage	Backed	Securities
Ø Dynamic	vs.	Static
Ø Institution	Specific

Key IRR Model Assumptions

The Four Pillars of an Effective IRR Management Program
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• Deposit/Share	Repricing
Ø Consider	Historical	Data		(Full	Rate	Cycle)	
Ø Include	Qualitative	Analysis
o Rate	Environment
o Competition
o Member	Demographics/Funding	Concentrations
o Pricing	Lags
o “Surge”	Growth

Key IRR Model Assumptions

The Four Pillars of an Effective IRR Management Program
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• Deposit/Share	Decay	Rates
Ø Account	Durations	(open	and	closed	accounts)	
Ø Run-Off	Rates	(volume	and	balance)
Ø“Surge”	Deposits/Shares

Key IRR Model Assumptions

The Four Pillars of an Effective IRR Management Program
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üCorporate	Governance	Structure
ü IRR	Measurements
ü IRR	Model	Assumptions

• Independent	Review	Process

The Four Pillars
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Independent Review Program (IRR Audit)

The Four Pillars of an Effective IRR Management Program
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1. Adequacy	of	the	internal	control	system
2. Appropriateness	of	the	risk	measurement	system
3. Accuracy	and	completeness	of	data	inputs	
4. Reasonableness	and	validity	of	scenarios	
5. Validity	of	the	risk	measurement	calculations

***	ASSESSMENT,	NOT	JUST	DESCRIPTION***

Independent Review Program
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32

Validity	of	risk	measurement	calculations	
• Software/formulas/programming	code
• Results	and	assumptions

Ø Often	tested	by	comparing	actual	versus	forecasted	results	
(a/k/a		Backtesting	)	

Ø Benchmarking

Independent Review Program

The Four Pillars of an Effective IRR Management Program
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The Four Pillars of an Effective IRR Management Program

Independent	Review	- Backtesting
• Depth	depends	on	institution’s	size	and	complexity
• Only	for	earnings	at	risk,	not	capital	valuation
• Should	cover	at	least	a	12-month	period	(not	3)
• Include	both	model	results	and	key	assumptions

Ø Start	with	directional	consistency	of	model	results
Ø Focus	on	key	model	assumptions	(loan/deposit	repricing	and	asset	prepayments)

• Who	should	do	it?

34

üCorporate	Governance	Structure
ü IRR	Measurements
ü IRR	Model	Assumptions
ü Independent	Review	Process

The Four Pillars
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Plansmith’s	ALM	Advisory	Services
•Model	Assumption	Assessment/Development
• IRR	and	Liquidity	(Cash	Flow)	Model	Operation/Outsourcing
• Backtesting
• Sensitivity	Testing
• ALM	Policy	&	CFP	Review/Development
• ALCO	Assistance/Participation
• Board	and/or	Senior	Management	Training
• Capital	Planning	and	Stress	Testing

The Four Pillars of an Effective IRR Management Program
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Thank	You	for	Attending

The	Four	Pillars	of	an	Effective	IRR	Management	Program

Dave	Wicklund
Director	of	ALM	Advisory	Services

Plansmith	Corporation
dwicklund@plansmith.com

800-323-3281

The Four Pillars of an Effective IRR Management Program


